This paper investigates the information content (signalling) of dividend announcements by firms listed on the Karachi Stock Exchange (KSE) over the period 2005 to 2009. This sample period was selected in order to avoid contamination of the dividend signal with a capital gains tax effect Lasfer, 1995; Bell and Jenkinson, 2002) Moreover, there is some evidence of information leakage as significant unexpected returns were uncovered two days before the dividend announcements.
Introduction
This paper outlines the impact of dividend announcements on the share prices of firms listed on the Karachi Stock Exchange (KSE) in order to investigate the information content of the dividend disclosures . The findings reported should therefore add to a literature that has concentrated mainly on the information content of dividend announcements in developed markets. According to the dividend signalling hypothesis, the announcement of an increase (decrease) in dividends should have a positive (negative) impact on share prices. By contrast, news that dividends are to remain unchanged should be associated with normal returns. Moreover, the study ascertains whether any signal involves dividend news on its own or the interaction between the joint announcements of a company's dividend and earnings.
There are a number of reasons why the information content of dividends needs to be studied in an emerging stock market such as the KSE. Firstly, this area of finance is relatively underexplored in Pakistan, a nation which has an idiosyncratic financial environment. In particular, the Pakistani market is characterised by a unique tax system where capital gains were totally exempted from taxation before June 2010 ). An in-depth analysis of the information content of dividends may therefore supply useful insights about the relative importance attached to dividend disbursements by Pakistani investors who might have to pay less tax if cash was retained within the firm. To examine this view, the time period before 2010 was selected in order to avoid any possible contamination of signalling theory with a capital gains taxation effect. Secondly, and more generally, the information content of dividends has been comprehensively studied in developed stock markets throughout the world; relatively little work has been conducted regarding the news conveyed by dividend announcements in emerging stock markets. However, in emerging markets one could argue that dividend announcements may convey more news to outside investors since firms typically supply less information about their operations or performances (AlAbdulqader, 2003) while the investor analyst community is often relatively small and their reports not widely disseminated (Tijjani, 2008; Almujamed, 2011) . In addition, the dividend signal is often one of the few pieces of information studied by the sizeable number of relatively unsophisticated investors who tend to dominate emerging market investment (Tijjani, 2008) . 1 Thirdly, this research will help investors to decide whether or not to invest around the time of dividend announcements by exploiting any semi-strong form inefficiency in the form of a slow market response to dividend news. Finally, the research should provide some insights for policy makers and legislators concerned with laws about corporate disclosures and the speed at which dividend announcements reach the stock exchanges in Pakistan.
The remainder of the paper is organised as follow. Section 2 outlines the relevant literature.
Section 3 provides a brief introduction about the KSE and summarises the findings of previous studies conducted on the Pakistani market. Section 4 supplies details about the sample data and the methods employed for calculating unexpected returns around the dividend announcement dates. The empirical results are discussed in Section 5 while Section 6 concludes the paper.
Literature Review
The signalling hypothesis of dividends contradicts the classical work of Miller and Modigliani (MM) (1961) which asserted that dividend policy was irrelevant for firm value as investors were not concerned about whether they received returns in form of the dividends or capital gains under the assumption of a perfect capital market composed of rational investors with no taxation and incurring no transaction costs. Under these conditions, MM proved that a change in dividend
should not affect the value of a firm. However, in reality, these assumptions may not be realistic 5 and news about a dividend payment may affect the share price of a firm Lonie et al., 1996; McCluskey et al., 2007; Baker and Weigand, 2015) . For instance, Baker et al. (2011) have documented support for the signalling hypothesis of dividends among both US and non-US firms.
Indeed, the authors stated that "signalling theory appears to have the most support based on the non-US studies reviewed." (p. 299). Similar findings are also reported by Khan et al. (2013) for the Pakistani market; their interview-based research confirmed that market participants responded to changes in dividend payouts as if they were signals. By contrast, Farre-Mensa et al. (2014) found only weak support for signalling theories. In order to investigate the signalling potential of dividend announcements, several studies have looked at the behaviour of share prices around the time of dividend news. In an early investigation of this topic, examined the information content of dividend changes for 625 US firms in order to determine the relationship between dividend announcements and share prices. The author categorised the dividend announcements into seven groups 2 and observed their effects on the abnormal performance of the sample firms' shares; he found that significant price changes took place during the announcement period and the following period.
Similar studies from the UK ; Australia (Easton, 1991); Ireland (McCluskey et al., 2006) and India (Thirumalvalavan and Sunitha, 2006; Azhagaiah and Priya, 2008 ) have arrived at the same conclusion. For example, Lonie et al. (1996) analysed the signalling characteristics of dividend announcements for 620 UK firms from January 1991 to July 1991. The findings showed significant abnormal returns of 0.61% and 1.42% on the announcement date (day t) and the preceding day (day t-1) respectively. Moreover, the results documented a significant positive abnormal return of 2.03% for dividend-increasing firms; a significant negative abnormal 6 return of -2.35 % for dividend-decreasing firms; and a significant positive abnormal return of 1.44% on the t-1 day for the dividend-no change firms. 3 In contrast to these studies, Watts (1973) arrived at a different conclusion; he did not support the information content of dividend announcements based on his analysis of data for 310 US firms over the period June 1945 to June 1968. Using a regression model to predict future earnings the author found a positive but insignificant relationship between current dividend changes and future variations in earnings 4 ; the mean value of the coefficient of current dividend was 0.35 with a t-value of 0.34. Moreover, the author documented that the abnormal returns from monopolistic access to dividend information were uneconomical after transactions costs. In general, he concluded that "the information content of dividends can only be trivial" (p. 211).
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Instead, Watts (1973) asserted that the current earnings were the dominant signal about future earnings compared to current dividend news; in a regression equation to explain future earnings the mean value of the coefficient of current earnings was 0.65 with a t-value of 2.22. 6 The author asserted that:
"The market is unable to distinguish between the changes in dividends due to information and changes due to noise in the dividend model, so the effect on the price of the firm's stock of an unexpected change in dividends is small." (p. 211)
In line with Watts (1973) and contrary to , Lonie et al. (1996) documented that earning announcements were dominant when both items of news were published together:
"Current earnings constituted the dominant signal to the capital market and the dividend announcement a partial, and often inferior, substitute signalling mechanism for managers to convey to investors their views about the future performance of their firms." (p. 48)
Other researchers have suggested that both items of information jointly influence share prices; they argue that a change in the share price may be due to the joint announcement of dividends and earnings details. In order to answer this question, Aharony and Swary (1980) 7 examined the information content of dividends separately from the information content of earnings in the same period. Their results strongly supported the information content hypothesis that "changes in quarterly cash dividends provide useful information beyond that provided by corresponding quarterly earnings numbers" (p. 11). The authors also found that the market response to a decrease in dividends was more pronounced than the reaction to a corresponding increase in quarterly cash dividends (Brav et al., 2005) . Aharony and Swary (1980) analysed the isolated announcements of dividend and earnings in the US. However, in many countries (such as the UK, Ireland, Austria and Pakistan), the dividend and earnings announcements come to the market at same time. So attempting to study the impact of the dividend announcement without considering any confounding earnings signal may be problematic. Studies of the interaction effect between earnings and dividends announcements were conducted by Kane et al. (1984) for the US, Easton (1991) for the Australian market, Lonie et al. (1996) for the UK and McCluskey et al. (2006) for Ireland. For example, Easton (1991) analysed the interaction effect between dividends and earnings using a regression model. 7 The results clearly supported "the existence of an interaction effect" (p. 264) since the Fstatistic of 4.07 was significant at the 95% level. All the dummy variables had positive values;
indeed, two groups of companies (those which increased earnings without changing dividends and those which increased both earnings and dividends) had values which were significant at the 0.01 level.
In summary, dividend announcements appear to contain information about future earnings but earning news also seems to be an important signal in those cases where the two items of information are announced jointly. In addition, the causes behind any dividend change -especially a dividend cut -seem to influence investors' attitudes on how to respond to the information (De Angelo and De Angelo, 1990 ).
The Pakistani Capital Market and Signalling Theory
The KSE is the oldest and the largest stock exchange of Pakistan. 8 It is also the second oldest stock exchange of the whole of South Asia (Mirza, 1993) . The 1960s witnessed a tremendous growth in the trading of shares on the KSE primarily due to the success of a Five-Year Plan (1960-65) implemented by the government (Hussain and Qasim, 1997; .
However, the growth in trading volume on the KSE declined as a result of political unrest in the 1970s leading up to the independence of Bangladesh and the nationalisation of many companies (Iqbal, 2012) . In the 1980s, share trading started to increase again as a result of these nationalised companies being privatised and individual investment being encouraged (Hussain and Qasim, 1997) . The trading of shares on the KSE has continued to increase in 1990s following the liberalisation policy of 1991 (Kemal et al., 2002; Ahmed and Javid, 2009 ). However, trading declined again at the end of 2009 after the enactment of a new Code of Corporate Governance whose requirements were not satisfied by some firms (Mir and Nishat, 2004; Shaheen and Nishat, 2005; Iqbal, 2012; . During the last 10 years, the KSE achieved tremendous growth rates despite the deteriorating law and order situation in the country (Husain, 2005 (Husain, , 2008 (Husain, , 2009 (Husain, and 2010 . However, according to KSE statistics, less than 50.0% of listed companies paid dividends during 2005-09. 9 Moreover, a significant percentage (ranging from 15.1 to 20.6%) of companies omitted their dividend despite their businesses being profitable. Akbar and Baig (2010) found that the cumulative abnormal return for the day before to the day after the dividend announcement was -0.009 with tvalue of -2.3.
In contrast to the previous studies, the results of Kaleem and Salahuddin (2006) Many researchers have analysed the relationship between dividends and share prices using regression analysis. Using this method, Nishat (1992) found that dividends and retained earnings had a substantial effect on the share prices of ten industries listed on the KSE over the period 1980-86. In line with Nishat (1992) , the signalling effect of dividends was supported by Kanwer (2002) who studied the dividend policy of 317 companies listed on the KSE over the period 1992-98. The author used a regression model 14 with dividend yield measure as the dependent variable; a dummy variable was used as a proxy for the signalling effect based on whether earnings increased or decreased in the future. The results of the regression model showed that the dummy variable was positively correlated with dividend yield which supported the signalling theory that future earnings tended to be associated with increased current dividend yield Lonie et al., 1996; McCluskey et al., 2006) .
Such conflicting results from prior Pakistani studies are not surprising as these investigations have typically used tiny samples to study the effect of dividend announcements on 11 share prices (Rafique et al., 2012) . In order to address this issue in a comprehensive fashion, the current research uses a relatively large sample to analyse the signalling impact of dividend announcements on share prices of Pakistani firms over the period from 2005 to 2009.
As already mentioned, the reason behind choosing a sample period before 2010 is because capital gains taxation was imposed from July 2010 for the first time in Pakistan. The literature suggests that this taxation is likely to have had an impact on dividend payouts (and the market response to news of company disbursements) especially in the Pakistani context (Hamid et al., 2011; Gul et al., 2012; Arif and Akbar, 2013; Hassan et al., 2013) . For example, Hamid et al. 
Sample Selection and Method Used

Data and Sample
The sample selected for the analysis was drawn from all firms listed on the KSE. The selection of listed companies for inclusion in the final sample was based on availability of the adjusted share price data from Datastream. There were 597 such firms listed on the KSE whose data were available from this data source at the end of 2009. From the population of 597 firms, adjusted prices were not available for 360 companies; therefore, the sample was reduced to 237 companies whose price data were adjusted for stock splits and share issues. The dividend announcements were taken from the official website of KSE over the period 2005-09. 16 Twelve of the firms did not have complete data over this timeframe; so these companies were excluded reducing the sample to 225. However, 23 of these firms did not declare any dividend over the sample period and so the final sample size was 202 firms. The DPS, EPS and adjusted prices data were extracted from Datastream for this group of companies. As already discussed capital gains tax is levied from July 2010, so the sample before this date (i.e., January 2005-December, 2009) was considered for analysis to avoid the contaminated effect of capital gains taxation on dividend policy, if any.
Not all the firms declared their dividend on a quarterly or semi-annual basis; 17 however each made at least one announcement per year. So, annual dividend announcements were selected for testing the information content hypothesis (De Angelo and De Angelo, 1990). As noted above, in Pakistan, most firms publish their earnings and dividend announcements simultaneously and so the annual earnings announcements were also selected for investigation. 18 An inspection of the data showed that the announcement dates were spread over different months and occurred on different working days of the calendar year; thus, event date clustering and its attendant issues were not likely to be an issue (Strong, 1992 ). An analysis of the data showed that 71 of the sample firms declared dividends in each of the five years; 26 in four of the years; 22 in three of the years; 
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This 'information content' hypothesis suggests that in a world of information asymmetry, where managers know more about their company's future prospects than outsider stakeholders, a change in dividend may convey information about the future performance of the firm (Bhattacharya, 1979; Bhattacharya, 1980) . There are a number of reasons why dividend changes may act as a signal. In his seminal work, Lintner (1956) argued that firms tended to increase their dividends once they were certain about the future earnings. So a dividend increase may be viewed as a signal because it reduces uncertainty about future earnings and the market value of a firm (Baker et al., 1985; Baker and Powell, 1999) . In addition, dividend changes are visible and freely communicated in the financial press. Further, because cash is being paid out, managers are "putting the firms' money" behind the signal. The logic behind this assumption is that outside investors perceive an increase in dividends as "good news" and a dividend cut as a "bad signal" about the future profitability of the firm Aharony and Swary, 1980; Lonie et al., 1996; McCluskey et al., 2006) . A conventional event study analysis based upon the market model (as per and the market adjusted returns model is used to detect the presence of any abnormal or excess returns around the dividend announcement dates. From an inspection of the announcement data it appears that most listed Pakistani firms declare their earnings and dividend announcements simultaneously. As noted by Lonie et al. (1996) , these joint announcements make it difficult to differentiate between the impacts of dividend and earnings announcements on share returns. In these cases, an interaction effect between dividend and earnings is usually studied.
Therefore, two main hypotheses are tested in the current paper:
H1: An announcement of a change in dividend conveys information which affects the share prices of the firm.
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H2:
The interaction between dividend and earnings signals jointly influence share prices at the time when the joint announcements are published.
As the paper examines the impact of dividend disclosures on the share prices for Pakistani listed firms, an event study was therefore used to calculate any unexpected returns around the announcements dates Brown and Warner, 1980; Strong, 1992) . Unexpected (or abnormal) returns around the event are calculated as the difference between the actual return that a share earned and expected returns that it would have earned if no dividend news been disclosed.
Abnormal returns (ARit) were calculated over a 21-day period from day t-10 to day t+10 centered on the dividend announcement dates 21 according to the formula 22 :
Where Rit is the actual return on share i on day t and E(Rit) is the expected return for this security on the same day. If the signalling hypothesis is correct, the unexpected returns on the announcement date (day t0) should be significantly different from zero. The actual share returns were calculated as:
Rit= Ln (Pit/Pit-1) [2] where Rit is the daily return of firm i on day t; Ln is the natural log; Pit represents the share price of firm i on day t; and Pit-1 is the share price of firm i on the previous day.
The expected returns were calculated using the conventional market model Aharony and Swary, 1980; Easton, 1991; Strong, 1992; Lonie et al., 1996; McCluskey et al., 2006) which assumes a linear relationship between the expected return of an individual security and the market index:
where Rmt is the return on market index; αi is the intercept of the regression equation; βi is the measure of systematic risk and eit is the unsystematic (firm-specific) risk. Rmt was proxied for by the KSE-100 index in the current study. Equation [3] was estimated for a period of 100 trading days i.e., dayt-11 to dayt-111 prior to the event period for each dividend announcement. 23 For comparison purposes, the dividend announcements were divided into three categories and unexpected returns (excess and abnormal returns) were computed for each group. The total of 639 dividend announcements were split into 273 increases in dividend per share (DI), 184 decreases in dividend per share (DD) and 182 cases where no change occurred in the dividend (DnC). 24 The signalling hypothesis asserts that a dividend increase will be associated with positive unexpected returns, a dividend decrease will be associated with negative unexpected returns while only normal returns are anticipated when no dividend change is announced .
As discussed, both dividend and earnings details are announced to the Pakistani market at same time after the Board of Directors' meeting. So attempting to study the impact of the dividend announcement without considering any confounding earnings signal may be problematic Easton, 1991; Lonie et al., 1996; McCluskey et al., 2006) . In order to disentangle these confounding signals, previous studies have focused on: (i) identifying the unexpected returns earned by different divided-earnings change groups and (ii) using regression analysis in order to analyse the interaction between earnings and dividend signals. Following the first method of calculating the interaction effect between dividends and earnings, the sample was split into different groups on the basis of the nature of the dividend and earnings change. In this analysis, which is consistent with that used in previous studies , the three dividend change groups combined with two groups of earnings change in earnings namely: earnings-increase (EI) and earnings-decrease (ED). Thus, the sample was split into six groups (DIEI, DIED, DDEI, 16 DDED, DnCEI, DnCED,). 25 After constructing the dividend-earnings change groups, the abnormal and excess returns were calculated for all the six groups McCluskey et al., 2006) .
In the second method of examining the interaction effect, a more formal test was conducted using regression analysis. The method first proposed by Kane et al. (1984) for the US data and subsequently employed by Easton (1991) and Lonie et al. (1996) . According to this method the cumulative abnormal returns for different periods are regressed against changes in DPS and EPS without [or along with] dummy variables for each dividend-earnings group. Therefore, the following regression models were constructed: ARt0 = γ0 + γ1ΔDPSi+ γ2 ΔEPSi+ Ui [9] ARt0 = δ0 + δ1ΔDPSi+ δ2 ΔEPSi+ δ3 (+, +) + δ4 (+, -) + δ5 (-, +) + δ6 (0, +) + δ7 (0, -) [10] Where, ΔDPSi and ΔEPSi is the percentage change 26 in dividend and earnings of firm i respectively. (+, -) is the interaction dummy variable for the dividend increase and earning decrease (DIED) group while (0, +) represent the DnCEI group. The remaining dummy variables are defined in a similar manner. 27 Three types of F-tests were used to determine whether any interaction was present and which of the two-signals appeared to be the more important. The Fstatistic (derived from Equation [9] ) is initially used to determine the significance of γ1 and γ2 in Equation [9] . The 'first-order' F-statistic is then used to test for the joint significance of δ1 and δ2
in Equation [10] . Finally, the 'interaction' F-statistic is calculated to test for interaction as proxied for by the dummy variables in Equation [10] .
The actual test of interaction is given by an F-Statistic Easton, 1991; Lonie et al., 1996; Abeyratna, 1994) ; this shows the joint significance of the dummy variables and "assesses the increase in power of the unrestricted model over the restricted model in explaining the abnormal returns" (Abeyratna, 1994, pp. 54-55) . This F-test is calculated as:
where SSE(restricted) denotes the error sum of squares in the restricted model (Equation [9] ), SSE(unrestricted) is the error sum of squares in the unrestricted model (Equation [10] ), R shows the number of restrictions, N is the number of observations and K is the number of regressors (parameters) in the unrestricted model. In this study, R is 5, N is 548 and K is 7.
In addition, 'first-order' F-Statistics was calculated to test the significance of dividend and earnings changes in Equation [10] . According to the information content hypothesis, both dividend and earnings' co-efficients should be positive and significantly associated with the abnormal returns. According to Easton (1991) , for the calculation of the fist-order F-statistic, "the restricted model is a model which includes only a constant and the interaction dummy variables" (p. 264).
Therefore, the unrestricted model is the same Equation [10] and the restricted model for calculation of 'first-order' F-statistic is as: ARt0 = b0 + δ1 (+, +) + δ2 (+, -) + δ3 (-, +) + δ4 (0, +) + δ5 (0, -) [12] So, the 'first-order' F-statistic is calculated as:
where SSE(restricted) is the error of sum squares in Equation [12] , SSE(unrestricted) is the sum of error squares in Equation [10] , R is number of number of restrictions, N is the number of observations and K is the number of regressors in the unrestricted model. In the study, R is 2, N is 548 and K is 7. If the earnings support the dividend signals, then the coefficients of dummies should be significantly different from zero and interaction F-statistics should be higher than their critical values at the 5% level. A number of findings emerge from a visual inspection of Table 1 . First, there appeared to be no significant share price reaction to the news of the dividend announcement on day t0 (Watts, 1973; Mollah, 2001; Uddin, 2003; Rishma et al., 2007; Kaleem and Salahuddin, 2006; Mubarik, 2008) .
Empirical Findings
Share Price Behaviour Around the 21-day Event Window
The mean (median) abnormal return was small at 0.3% (-0.051%) and the p-value was higher than the 5.0% critical value. Thus, in terms of the signalling hypothesis, the null that dividend announcements have no information content in Pakistan cannot be rejected. Instead, the results in the current study suggest that on the announcement day, dividends do not appear to signal any news to investors which causes them to revise their beliefs about the worth of the sample companies' shares; such a lack of impact is consistent with the semi-strong form of the efficient market hypothesis. 29 Second, the results in Table 1 suggest that one reason why there is no significant abnormal return on day t0 might be information leakage to the market before the publication of the dividend news. For example, the second largest mean abnormal return documented in Table 1 is reported for day t-2; this mean value of 0.5% is statistically significant.
The result is similar to Kaleem and Salahuddin's (2006) findings for Pakistani firms; these 
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authors found significant returns a few days before the announcement date. This is not surprising as the KSE (like other emerging stock markets) is characterised by poor information disclosures, insider trading and market manipulation (Mustafa and Nishat, 2007) . However, on day t-10, another statistically significant abnormal return is documented; however, in this instance, the mean value is negative (-0.2%) suggesting that if the price movement does indeed reflect the forthcoming payout signal, the market anticipated that the news would be negative, on average.
Third, there is also some support for the argument that the market took time to fully assimilate the news contained in the dividend announcement; the largest mean abnormal return of 0.6% during the event window is recorded for day t+6 implying that investors responded favourably to the dividend signal, on average, about one week after the information was first disclosed (Thirumalvalavan and Sunitha, 2006) . Fourth, the median abnormal results suggest that the mean findings may be influenced by a few large values. The median abnormal return values are generally very small in absolute terms, ranging from a low of -0.06% on day t+5 to a high of 0.0% (day t-6, day t-5, day t-4, day t-2, day t-1 and day t+6). In general, the figures tend to be zero before the dividend announcement date and negative afterwards (except day t+6) indicating that the market responded to the change in DPS as if it were a poor signal. In fact, two of the negative median abnormal returns found after day t0 are statistically significant, supporting the view that the Pakistan market takes time to respond to the dividend information (Thirumalvalavan and Sunitha, 2006) . Specifically, on day t+4 (median = -0.05%) and day t+5 (median = -0.07%) the pvalues for the median statistics were less than the critical value of 0.05.
Finally, it is apparent from Table 1 that the standard deviation values are large relative to their mean abnormal and excess return counterparts. For the abnormal returns, they range from 2.4% on day t-6 to 8.7% on day t-4. The variability in the returns earned may explain why none of the abnormal returns on day t0 are significant. This issue is addressed in the next section where disaggregated findings are presented for dividend increase, dividend decrease and dividend-no-22 change sub-samples. Table 1 reported the share price performances for all dividend announcements irrespective of the changes in DPS being published. However, the dividend signalling hypothesis argues that the impact on share price will differ according to the nature of the announcement. Therefore, Table 2 Table 2 for the three sub-groups shows a picture similar to Table 1 ; abnormal returns are insignificant on the announcement day for the three subgroups -DI, DD and DnC. These results suggest that, in general, the behaviour of share prices for
Share Performance Around Changes in Dividends and Earnings Levels
Pakistani firms is different from the findings for other international studies McCluskey et al., 2006) ; the signalling hypothesis for DI (DD) announcements which predicted positive (negative) unexpected returns was rejected. For example, on day t0, the mean abnormal return for DI sub-group (Panel A) was large and positive at 0.3% but the p-value of 0.09 was higher than the critical number of 0.05. However, the findings for the DnC sub-group (Panel C), suggest that there is some support for the signalling hypothesis as only normal returns were documented by the event study . A more detailed investigation of Table   2 reveals that the significant abnormal returns on day t-2 (first documented in Table 1 ) were driven by the changes relating to the DnC sub-group. in fact, the significant mean abnormal return (Panel A) on day t-2 (first documented in Table 1) was due to the performances of firms in the DDEI group. More generally, Tables 3 documents   significant values before and after, but not on, the announcement date for most groups, implying that investors seem to both anticipate and react to dividend and earnings in a specific fashion; the KSE appears, therefore, not to be weak-form efficient with regard to dividend news despite the lack of price movement on the formal announcement day. Table 4 reports the regression results using the ARs on day t0 as the dependent variable. A number of interesting results emerge from Table 4 using the regression model for Equations [9] and [10] on the announcement date. For example, with Equation [9] , the ΔDPS and ΔEPS are negatively (although insignificantly) related to the abnormal returns, contrary to the normal expectation of a positive association between these variables and returns. The lack of significance for the ΔEPS coefficient suggests that the evidence of earnings dominance in certain aspects of the analysis thus far is not robust to this broader form of investigation, and such a conclusion should be tempered. This finding also contradicts the previous evidence in Kane et al. (1984) for the US data, and subsequent results in Easton (1991) for Australia, Lonie et al. (1996) for the UK and McCluskey et al. (2006) for Ireland; all of which found at least one significant coefficient for the equivalent of Equation [9] . Moreover, the F-statistics for Equation [9] also show a value of 0.12 having a p-value of 0.8 suggesting that the equation explains very little of the variability in abnormal returns. Similarly, Equation [10] in Table 4 reveals a number of findings. First, like Equation [9] , ΔDPS and ΔEPS are negatively (although insignificantly) associated with abnormal returns. This conflicts with the expectation from prior studies but is similar to the findings of the Equation [9] where insignificant coefficients were documented on the announcement date. Second, Table 4 shows an insignificant value of the interaction F-statistic which reveals that the dummies did not jointly explain the variability in abnormal returns on the announcement date. The interaction F-statistic of 0.44 is insignificant at 5.0% level, thus accepting the null hypothesis of no interaction effect for the dividend and earnings signals. This result contradicted to those reported in previous studies such as Kane et al. (1984) ; Easton (1991) and Lonie et al. (1996) . Note: An * indicates significance at the 5% level. The figures in parenthesis are p-values. The degree of freedom for 'first-order F-statistic is (2, 548) and the degree of freedom for 'interaction' F-statistic is (5, 548) .
The Joint Announcements of Changes in Dividend and Earnings
Interaction Effect
Third, the first-order F-statistic shows the joint significant of magnitude of dividend and earnings changes in Equation [10] . The first-order F-statistic depicts an insignificant value of 0.78 which is below the critical value at the 5.0% level. This result suggests, as in Easton (1991) and Lonie et al. (1996) that when the interaction effect is built into the analysis, the size of earnings and dividend changes have no explanatory power. Moreover, the result corroborates the findings of previous research where inclusion of the dummies in Equation [10] reduces the significance level of the δ1 and δ2. Fourth, as expected, the sign of the constant term is negative (although insignificant) which is used to represent the dummy variable where dividends decrease and earnings decrease. Finally, the coefficient of determinants (R 2 ) shows a small value of 0.5 which 26 indicates that Equation [10] can explain only 0.5% of the variability in abnormal returns with the help of the equation.
Conclusion
In conclusion, the results show that returns earned on the announcement date were not significantly different from zero for the all 639 announcements and for the three sub-groups (DI, DD and DnC). It implies that investors cannot earn abnormal profit on the announcement dates.
Thus strategies which may provide profitable opportunities in other markets if dividend change is correctly anticipated will not work in Pakistan. Moreover, there is some evidence of information leakage for all 639 announcements on day t-2; further analysis reveals that these significant mean abnormal returns on day t-2 appear to be due to the DnC announcements. Moreover, the significant mean abnormal return on day t-2 is due to DDEI. Therefore, the SECP may wish to investigate whether or not insider trading laws are being broken. Moreover, any insider trading which may be taking place may damage the efficiency of the stock market Uddin, 2003; Mustafa and Nishat, 2007) ; investors may become cautious about trading on the KSE because they may feel at a disadvantage relative to "informed" traders who may be present. The results also imply that earnings are dominant as compared to dividend announcements, but these investors also take positively the news of no-change in DPS. There is also evidence of some share price reactions about 3 to 5 days after the dividend announcement. However, this post announcement effect seems to be common to all dividend change sub-groups. The results indicated that there was a statistically insignificant interaction effect influencing the market's reaction to the joint dividend-earnings signal.
Overall, however, it is evident that the KSE's reaction to dividend announcements differs markedly from most of the earlier (largely developed country-based) evidence, in term of both nature and timing such as for the US; Lonie et al. (1996) for the UK and McCluskey et al. (2006) for Ireland. However, the results resemble with the findings of emerging stock markets such as Mollah (2001); Uddin (2003) and Rishma et al. (2007) for Bangladesh sample; the findings suggest that emerging markets behave differently from their developed market counterparts.
The current study considers only cash dividend announcements and ignores stock dividend and contemporaneous stock and cash dividends. This exclusion of such announcements is a major limitation of the study; the share prices may behave differently when such events are included in a sample, as Akbar and Baig (2010) documented for their research. In a country like Pakistan where, at the time of the study, capital gains were not taxed, excluding stock dividends may have altered the findings. Again, however, it is hoped that by not focusing exclusively on the event study, the thesis emerge has allowed these issues to emerge.
